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MARQUETTE LOOKS AT 1958 


The year 1957 was certainly not a placid one for the American 
public. Our foreign relations and policies, our economic climate, our 
labor management relations, our educational system particularly in 
terms of scientific training — these and many other problems have 
been closely scrutinized by millions of thinking Americans who are 
worried about our present and future, both on the domestic and 
foreign scene. The businessman must be concerned with these prob- 
lems not only as a private “good citizen.” As a businessman, he 
simply cannot afford to be unaware of them and unconcerned with 
them. 


Members of the faculty of Marquette University, trained to 
observe and analyse the past and to postulate the possible future, 
have been asked to present brief opinions of what 1958 may hold in 
store for the country. Obviously these cannot be exhaustive studies 
of the various facets of the coming year, but they should provide 
much for thinking men to think about. 


Doctor Eric Waldman — Political Outlook 


There is a general consensus that the most crucial problem for 
this year again is the East-West tension. The fact of this tension in- 
fluences not only our action toward other nations throughout the 
world, but it also determines what we can and will do at home. The 
latter is dramatically illustrated by our record peace-time budget 
proposed for the next fiscal year. I believe that this year will not 
bring a relaxation of current tensions and therefore, we shall ex- 
perience another uneasy period of living at the “brink of war” as 
this condition has been referred to last year by some people. These 
are the reasons for my prediction: 


(1) Our foreign policy — right or wrong — is inflexible and self- 
righteous and does not permit adjustments to changed con- 
ditions. For example, when recently our NATO allies pressured 
us into a position to consider negotiations with the Soviets, our 
leaders in the foreign affairs field hurried to state their com- 
plete pessimism in such an undertaking. 


(2) The awareness of the existing difference between the Soviet 
leaders’ proposals and their actions will continue. 


(3) The unfortunate reliance on the “open diplomacy” method — 
as contrasted by “secret diplomacy” which has a much better 
chance to obtain compromises and concessions — will remain 
the standard procedure in international relations. 


(4) And finally, the clashes between East and West as a result of 
the economic and political activities in the noncommitted or 
neutral areas are bound to increase in number. Both we and 
the Soviet Union are very concerned to make friends and to 
extend our influence because of our relative power position 
toward each other. 


‘ 
4 











Furthermore, I believe that at the end of 1958 we shall not enjoy 
an improved power position primarily for two reasons: We apparent- 
ly fail to understand both the necessary scope and methods of foreign 
aid when applied to backward areas and we shall have a very difficult 
job at hand to prove to the world that we have caught up with the 
Soviets’ scientific developments. In this respect I am also afraid that 
as soon as we shall have our own moon circling the earth, we shall 
talk more about its military significance than about the scientific 
achievements. We shall, thereby, give again — as with our foreign 
aid program — the entirely erroneous impression to our friends, 
neutrals, and opponents that we have a militaristic attitude. 


I am also convinced that 1958 will again bring some very con- 
crete evidences of the East-West tension. It is quite likely that areas 
which have proven to be useful to the Soviets in their efforts to put 
pressure on the Western powers, will again erupt in violence. 


Summing up the international situation, I presume that 1958 will 
find us still on the defensive in the propaganda and economic phase 
of the cold war because of an arid lack of imaginative policies. We 
shall do little or nothing to let the people of the world know more 
about our most important wealth, our freedom and our upright 
principles based on the long tradition of Judaic-Christian heritage, 
and our genuine desire to share with others, partly because we just 
do not know how to do it and partly because we are restrained by 
some of our allies which are trying to keep their colonial empires 
in one form or another. 


Domestically, the impact of the international situation will con- 
tinue to fail to wake up a very large percentage of our people. The 
large majority will still remain unaware and uninformed about the 
seriousness of the situation as a result both of their own desire not to 
be awakened from their dream world and of political expedience — 
partisan expedience — which will keep the people in the dark. Thus 
the coming elections will be fought less over the success or failure of 
our government in the international world than over farm prices, 
union scandals, higher living costs, rising unemployment, etc., in other 
words over the very material side of our life. Seen on this basis, the 
political fortune of the Democrats seems to be brighter than that of the 
Republicans and it is generally expected that the Democratic Party 
will increase its majority in both houses of Congress in the fall elec- 
tions. 


As far as the international field is concerned, I believe that the 
Soviet Union will continue to pursue her present policies in regard 
to her efforts to break up the Western alliances such as NATO and 
other regional organizations. The recent Bulganin letter campaign 
is just the most current overt example of this policy. The Soviet 
Union will continue to strengthen her foothold in troubled areas 
through economic and political aid (for example, in Syria, Egypt, and 
Indonesia). And finally the Soviet Union will continue to penetrate 
more and more backward areas with effective economic and educa- 








tional aid. The Soviet Union will make the best of her present high 
prestige as a result of the Sputniks and alleged supremacy in ICBM. 
This phase of soviet activities is naturally the most dramatic one and 
affects us and the entire world directly. 


Within the Soviet Union we shall see a further consolidation of 
Khrushchev’s power. His present power position can be compared 
with that of Stalin in 1928. After the death of his great teacher, 
Khrushchev was able to eliminate all actual and potentional com- 
petitors from within the party for his position of leadership by getting 
absolute control of the party apparatus as Secretary General. Then 
he eliminated the Secret Police as a power factor by eliminating 
Beria and supplanting him by a nonpolitical policeman, Serov. This 
step was followed by reducing the influence of the administrative 
bureaucracy, achieved last year through the economic decentralization 
which broke up the bureaucracy’s control in Moscow. Finally the last 
power factor, the military, was dealt with most recently when Zhukov 
was ousted. 


But these actions have also created very determined enemies who 
are most eager to return. Khrushchev must be aware of this; there- 
fore, as long as Molotov, Malinkov, and the other “political exiles” 
are alive, they continue to constitute serious and potential threats. 
For this reason I believe that in due time new charges will be brought 
against them which are intended to “justify” their complete liquida- 
tion. 


The economy of the Soviet Union is apparently in a very precarious 
state, partly as a result of the very nature of the system and partly 
because it has been aggravated by the economic decentralization 
which was used to break the backbone of the administrative bureauc- 
racy. This development has required a re-evaluation of the present 
Five Year Plan (1956-60) and the proposal of a seven year plan to 
commence in 1959. While this is a point of weakness and certainly pre- 
vents the Soviet leaders from thinking about waging a long war, it 
might also drive them to acts of desperation, something one can call 
“escape into the attack.” 


Finally as far as the international movement is concerned, I be- 
lieve that for at least two main reasons a strong attempt will be made 
to reconstitute an international communist organization. (The Comin- 
tern was formally dissolved in 1943 and the Cominform in 1956.) 
The different “interpretations” given to Marxism-Leninism have gone 
too far and have given rise to strong nationalistic brands of com- 
munism which consciously wish to eliminate Moscow’s control. 
Second, the strength of the international movement, according to 
the centralistic concepts prevailing, is supposed to be strengthened 
through centralized control. Certain beginnings have already been 
made. I would not be surprised if this year we witness the rebirth of 
the Third International in one form or another. 


Doctor Walter Froehlich — Economic Outlook 


Economic conditions in 1957 were uneasy. In the first three- 
quarters of the year cost of living prices rose rather steadily for 


3 








about three points. The Federal Reserve raised the discount rate 
in August by one-half per cent making borrowing more difficult in 
order to stem the tide. Taxes remained at the high levels of the pre- 
vious years. During the last couple of months cost of living prices 
rose only slightly, but output and employment figures turned down- 
ward. The Federal Reserve lowered the discount rate in November 
by one-half per cent in order to ease money. 


There has been more than the usual star gazing, and the outlook 
for 1958 seems somewhat clouded. Yet the basic issues are well de- 
fined; in fact they are clearer to us since the appearance of Sputnik. 


Throughout the past year there has been some sporadic talk about 
tax reduction during 1958. No responsible person now considers tax 
reduction feasible this year, but some tax reform is not unlikely in 
order to remove inequities and close loopholes. Tax receipts, at un- 
changing rates, may drop a little if unemployment should increase 
further. Despite the fact that this is an election year no federal tax 
reduction is in sight. State and local taxes are already determined 
and might be a little bit higher than last year. In states like Wiscon- 
sin, where the Legislature will not be in session, any major reform is 
out of the question anyhow. All this is quite obvious as military and 
foreign policy expenditures must rise. No one will be able to point 
to obvious enough waste to take the responsibility for cutting ap- 
propriations without cutting important services. In fact, there will 
and must be serious talk about raising federal taxes. It is unlikely, 
however, that such legislation will be enacted in an election year. 
Whether the budget can be balanced in the fiscal year 1959 is not 
certain, but we should be able to come at least near to achieving a 
balanced budget. 


The clouded picture of output and employment is likely to con- 
tinue for at least the next half year, alleviated perhaps by lowered 
discount rates and decreased reserve requirements for the banks. 
Some help for small business and construction may also be considered. 
Most forecasters think, though, that in the second half of the year 
many prices will rise again. Inventories will have been reduced, 
military procurement will be going strong. Pricing policies of large 
business and union collective bargaining will, with small govern- 
mental support, continue toward an upturn in prices. Output and 
employment should also be at somewhat more satisfactory levels 
then. 


It may not be a record year, but 1958 will be a good year for 
most of us with unemployment at the average, perhaps only a little 
bit higher than at the average of 1957 with a tinge of inflation more 
modest than in 1957; and of course, there will be continuing high 
taxes. We might find ourselves in terrifying military or foreign re- 
lations difficulties. If so, we may be reasonably sure that our most 
deep-seated troubles will not come from the performance of the 
economy or of the monetary-fiscal system. 








Doctor Russell Moberly — Labor Outlook 


Generally speaking, I would say that the McClellan investigation 
will continue, but without the unanimity that it has had up to date. 
One of the chief reasons is the apparent decision to go into the 
Kohler and similar strike situations in an attempt to understand and 
study labor management behavior under such conditions. 


I do not think there is any question that labor unions are going 
to hit for higher wages rather than for shorter hours. The fact that 
we are still in the low point of the birth rate of the depression period 
— which means fewer workers coming on the labor market at a 
time when our gross national product is expected to increase 5 to 10 
per cent per annum — indicates that we are to have a labor shortage 
for probably the next ten years. This may not be too evident during 
early 1958, but should be felt strongly by the end of the year as 
business and industry get back into full production. I predict strong 
production except in industries related to automobiles where the in- 
roads of the cheaper makes of cars, both foreign and domestic, are 
going to be felt by the bigger companies. 


There will probably be more strikes than usual. Unions will fight 
harder, but because of the low profit factor management will fight 
back harder. 


There will be quite an emphasis on the part of unions for taking 
care of employees where plants are moved and there will be a con- 
ference on January 16 in Washington called by the American Federa- 
tion of Labor-Congress of Industrial Organizations’ Secretary William 
Schnitzler to discuss the impact of industry migration. Demand will 
be for relocation and severance pay. 


One of the interesting developments has been the Organizers 
Union’s fight with national headquarters of the American Federation 
of Labor-Congress of Industrial Organizations to be recognized. The 
main union is accused of bringing in new organizers, so that the 
present group of organizers could not win an election. 


The American Federation of Labor-Congress of Industrial Organi- 
zations will increase their organizational strength. The industrial 
union department has been expanded and will provide more service 
to negotiators on union terms. There will be plenty of strife between 
the American Federation of Labor and the Congress of Industrial 
Organizations and with some subordinate unions both inside and out- 
side that organization. 


The unions will attempt to put their house in order and to do 
everything possible to stop the general public from feeling that unions 
are corrupt. However, they no longer have any fear of punitive 
legislation due to the rather easy program of legislation recommended 
by Secretary Mitchell. 


The National Labor Relations Board for the first time is an en- 
tirely Eisenhower board, and it will be interesting to see what will de- 
velop. The swing will definitely be toward the right. 











The issue of shorter hours will not be a problem, but it is already 
beginning to worry both labor and management. The Bureau of Census 
has estimated that one out of twenty workers holds two jobs and that 
about 100,000 people hold three jobs. 


We can look forward to real gain by the American Federation of 
Labor-Congress of Industrial Organizations in the fields of education 
and public relations, and an attempt to develop political influence. They 
will use radio, television, publications, films, lectures in every part 
of the country including local schools. There will be a real effort 
to bring the “real” story of labor to the public through the daily press. 


Doctor W. W. Theisen — Education Outlook 


From the standpoint of education the year 1957 saw a decided in- 
crease in school enrollment, more overcrowded classrooms, and an in- 
creasing shortage of qualified teachers. There have been signs that 
the public is awakening to the situation. Here in Milwaukee last 
spring the voters approved a $39,000,000 bond issue for new schools. 


As a result of the Russian satellites, a kind of hysteria has been 
developing. Much is being said about the need for locating students 
of high intelligence who can be trained as scientists. To do this it is 
not necessary that everyone take several years of science with the 
hope that a few will emerge as potential top scientists. Such in- 
dividuals can be located in a few hours through tests now available. 
The problem is to induce those of high potential to pursue advanced 
studies in the field of science or mathematics. Too many in the past 
_— found it easier to attain success in other fields with far less 
effort. 


There is no question but that the American schools and colleges 
can turn out graduates with whatever preparation is desired, scientific 
or otherwise, provided the public is willing to foot the bill. 


If the present outcry for more training in the fields of science and 
mathematics results in a realization that more money must be spent on 
education, it will have served a useful purpose. As a people we want 
the latest automobiles, the finest TV sets, the best medical service, 
and all possible conveniences in our homes, but we are satisfied all 
too frequently to string along with overcrowded classrooms and under- 
paid teachers. 


Within the next few years we shall probably see an increase in 
science and mathematics requirements for high school graduation. 
However, if we think that our job is to imitate Russian education 
we will be making a grave error. We must continue to train people 
for life in America rather than for life under a soviet type of govern- 
ment. As the University of Michigan faculty has pointed out, we 
must not allow our long range educational program to be hamstrung. 
While we need top scientists we also need men and women who are 
highly trained in other walks of human life. 


We need to find ways of increasing the number of capable youth 
going to college. Not more than one-half of them now do so and 
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only one-half of the top 25 per cent graduate. Two factors are largely 
responsible: First, there is strong competition for their services at good 

pay in fields that do not require college graduation; second, due to the 
high cost of living many cannot afford a college education. More 
scholarships are needed. The President has recommended that 10,000 
scholarships be provided. 


Incentives are needed for students of high aptitude. For years 
there has been a tendency to frown upon any special provisions for 
the brighter and at the same time to do everything possible for the 
slow learners. The shock resulting from space satellites will probably 
serve to awaken the American people to the need of doing more for 
the gifted. 

Probably 1958 will see an emphasis on the need for better salaries 
for teachers at all levels. The number of qualified teachers has not 
been sufficient to meet the demand. While the effects of the increased 
birth rates have not yet hit the colleges, college enrollments in America 
will probably double within the next ten years. At the same time 
the number of Ph.D. graduates capable of teaching in colleges has been 
decreasing. Colleges and universities foresee a difficult time ahead in 
providing an adequate teaching staff for meeting the anticipated en- 
rollment. The American public has a responsibility to provide salaries 
sufficient to induce the most desirable type of individual to enter the 
teaching field. 


Dr. Eric Waldman is Assistant Professor of Political Science and Acting Director 
of the Department of Political Science; Dr. Walter Froehlich is Professor of 
Economics and Dr. Russell Moberly is Professor of Management and Director 
of the Management Center, both of the Robert A. Johnston College of Business 
Administration; Dr. William Theisen is Professor of Education. 


These statements are based on panel discussions of these and other problems for 
1958 which were presented on the television program “Analysis” over Channel 
12 — WISN-TV, Milwaukee, Wisconsin, on Saturday, January 11, 1958. 








THE FUTURE FOR CONSUMER FINANCE 
by 
Francis J. Calkins 





In the past year the battle for the survival of the consumer finance 
business has developed with ever-increasing intensity. Independent 
financing firms have been pitted not only against each other, but 
against the banking system at the front, the manufacturer-controlled 
firms on the left, and the credit unions on the right. To foul the 
atmosphere further are the ever-present charges of usury, the need 
for regulation, indeed, even a questioning of the legitimacy of the 
industry itself which was born about one-half century ago and which 
has come to maturity only within the last two decades. Abusés and 
bad practices of some firms and persons have been widely publicized; 
the press generally looks upon this industry as one for ridicule. Over 
past years the founding fathers of the consumer finance industry have 
warded off the blows aimed at its destruction. Now they are feeling the 
full toll of time and have less energy with which to fight the battles. 
Now the younger men, raised in the rough and tumble of competition 
through the past ten to twenty years, need to assess the strength of 
the consumer finance industry in order to apportion their forces to 
meet the most dangerous threats of the next decade while containing 
those of less importance. 


Before there can be any discussion of measures to insure survival 
of the independent private financing of consumers, it is necessary to 
review the source of its ills. 


The end of World War II found our nation full of consumer de- 
mand for durable goods which were unobtainable during the con- 
flict. It saw an expanded number of newly formed families. It 
caused ambitious and financially able industries to seek expansion and 
modernization. There was a relative overabundance of unused 
savings and credit available, a political atmosphere permeated with 
the concepts of cheap money as a necessity for attaining full employ- 
ment, and of government responsibility for the welfare of individuals. 
To absorb the reduction in armed forces into our economy it was 
claimed that ample, inexpensive funds would provide work even at 
the cost of a temporarily rising price level. Under such conditions 
consumer financing flourished, new firms were started, older firms 
dared to expand greatly. Such moves proved profitable, for who 
could make a bad loan contract under such circumstances? But the 
rise in prices was not temporary. 


By 1950 the first phase of growth was completed. Expansion ran 
into the need for manpower and training. Under these conditions the 
Institute on Consumer Finance was inaugurated as a cooperative 
method of training field personnel in the independent private finance 
industry. The Board of Governors has continually stressed that all 
representatives of the industry must have a passing knowledge in all 








phases of consumer finance. Each person should know not only his 
own work, loan or sales credit, but some of the details of all sides 
of the consumer finance industry. 


By 1950 the commercial banks generally began to realize that 
wholesale loans to private independent firms were less profitable than 
retail loans made through their own personal finance departments. 
They drove rates down to levels at which some smaller independent 
firms were unable to compete. These were generally absorbed into 
larger firms. 


By 1954 industry demands for credit with which to expand plants 
began to create pressure in the banking system. The Federal Reserve 
System unwisely accommodated this expansion by continuing a policy 
of “active ease.” Nevertheless, the long-term capital markets, partic- 
ularly for bonds, began to show the growing shortage of savings. 
Industry felt some pinch on profit margins, but it softened the 
blow somewhat by entering the consumer finance field on a grand 
scale through subsidiaries. Credit unions became more active as 
member accounts, attracted by dividend rates far in excess of the 
amounts banks were able to pay for savings deposits. Indeed, more 
than one credit union grew larger than even middle-sized banks in 
many communities. Simultaneously, there developed a political pres- 
sure for more regulation and for lower rates on consumer credit, even 
though this was coupled with upward revision of loan ceilings; never- 
theless, the squeeze of funds began to be felt. 


In 1956 the rate of plant expansion, particularly in durable con- 
sumer goods industries, was far exceeding the rate of growth in de- 
mand. New low-cost plants were put into operation but the drag 
of higher charges indicated that even a leveling out of demand would 
cause trouble. The manufacturer-dominated finance companies had 
forced the independent companies into unwise competitive sales credit 
py and the banks followed along happily since they gained on 

onts. 


In early 1957 it became apparent that the Federal Reserve System 
would not rescue the situation as in 1954, partly because of a change 
of thinking, partly because it realized that the politically unfeasible 
policy of containing inflation was the best possible for the national 
economy. Credit was made available, but only in limited amounts 
and at higher and higher rates. Manufacturers and merchandisers 
countered this shift by reducing their cash balances and thus con- 
tinued to feed the inflationary fires. But the fuel was limited as long 
as the general public did not embrace the attractive doctrine of 
ever-rising price levels. That the public did this shows its good sense, 
and the nonsense in the thinking of some public personages. Yet, 
it did help to bring on the day of reckoning. 


The impact of manufacturer-owned or dominated finance com- 
panies and the adoption of installment terms for payment of depart- 
ment store credit, both designed solely to increase sales without full 
regard to the dangers of collection, the increase in bank lending to 
consumers, the entrance of the savings and loan association into the 
picture through the package house commitment, the impact of less 
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readily available new money at ever-increasing rates — all these have 
spelled trouble for the small and medium-sized independent firms, 
and even to some of the larger firms. Only the largest wholesale 
borrowers could deal with the wholesale lenders on equitable terms. 
The idea reappeared that size alone creates safety; although, we had 
found it a fallacy thirty years ago. To survive at any cost a number 
of firms began to use unwise methods, to violate in the spirit if not 
in the letter the regulations which became more widespread as such 
deviations became manifest. The blame lies not with the owners of 
such firms, but with the conditions which gave rise to such happenings, 
and chiefly with the adoration of size and name by the lenders of 
money. 


Now, what can be done? What is the future of independent con- 
sumer finance over the next decade or more? 


First of all we must realize and make the American public realize 
that savings are essential to progress. Savings in this connection are 
not the Keynesian unspent income, including that used to repay debts, 
but real savings in the form of funds actually put to work. Abstinence 
from some consumption, not promiscuous spending of funds created 
through credit, is needed to keep our economy strong. The generation 
coming through our schools must be taught this lesson if we are to 
survive as a free and independent nation and have free and inde- 
pendent business and industry. 


What, then, of consumer finance institutions, sales finance com- 
panies, consumer loan companies, industrial loan banks and com- 
panies? Over the coming decade, in spite of the great potential gain 
in new households to be established, the rate of gain in consumer 
finance should not equal that of the past decade. To do so would 
be unwise, even though some people say that outstandings must more 
than double in the next ten years to maintain our present level of 
living. Such people assume inflation as inevitable; others hold such to 
be ruinous. Adoption of a policy of a constant two per cent increase 
in prices each year would eventually lead us into complacent stagna- 
tion or complete domination of the economy by the government. 


The individual firm can anticipate ever-rising costs due to both 
wages and equipment. A reduction in the number of offices to con- 
centrate use of machines seems necessary. Better trained and better 
paid personnel appear imperative. Mechanization on a cooperative 
scale for areas of fifteen to twenty-five mile radius, accommodating as 
many as twenty thousand or more accounts, could be a solution. The 
framework of a lender’s exchange can be utilized effectively for con- 
centrated collection efforts. Quality of lending must be emphasized. 


Meanwhile, what will competition be doing? Some manufacturer- 
owned or dominated firms will reveal their true character as in- 
efficient and profit-robbing children of large and loosely-knit families. 
Banks and bank-dominated finance companies are likely to find opera- 
tions too costly, except as a service. Only the larger banks will afford 
the luxury of the specialized personnel needed for consumer financing 
activities. Department store credit on an installment basis will con- 
tinue but likewise will find collection problems multiplied. 
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But does this leave the independent private consumer finance in- 
stitution free? Hardly so. With increased internal costs will be the 
quest for loanable funds at rates which hardly can be expected to 
fall to the three per cent prime level through much of the coming 
decade, even though credit availability may increase. Under these 
twin pressures the consumer finance industry will be faced with a 
dilemma — find a dependable source of funds which will permit 
operation under present ceilings, or appeal to legislatures for in- 
creased rates. In my opinion the latter can be obtained only when 
the banks join in such a request as their own costs of operation rise, 
particularly in smaller communities. 


But in the next decade there may well be a resurgence of industrial 
banking with investment certificates paying rates roughly comparable 
to the dividend rates of savings and loan associations. Realizing that 
greater cash reserves or bank balances are required for such opera- 
tion will require some reorientation in thinking for many manage- 
ments. 


For the larger firms which can deal in the wholesale market for 
funds the present status may well continue; however, they may also 
find less dependence on bank funds fruitful. But this policy demands 
a willingness to absorb losses in some years, and a willingness to 
recognize that not every year car. be “the best ever.” 


What then of the future for the consumer finance industry in 
1968? A more integrated network of firms might be desirable doing 
both sales finance and consumer loan business with funds obtained at 
wholesale by the national and some large regional firms, and from 
individual savers by the state and local firms. The competitive ad- 
vantage of the large firm will be overcome by the adaptability and 
efficiency of the small firm. The consumer finance industry can in this 
way attain the recognition given to the savings and loan industry, 
another form of consumer industry, as specialized lenders. Much will 
depend on the willingness of the national companies to accept the 
need for leadership by the smaller local firms whose actions will 
make or break public opinion. 


The most important competition in the long run will come from 
credit unions. Although efforts to dominate this industry by a single 
force have so far been thwarted, the independence of the federally 
chartered credit unions from coordinated regulation of all financial 
institutions is a detriment which must be remedied. The consumer 
finance industry should welcome, even advocate, a thorough study of 
the financial structure of the nation to maintain the independence of 
all forms of financing under a unified type of supervision, regulation, 
and policy making. It can effectively combat credit unions not only 
rate-wise but service-wise by meeting the needs of both employee 
and employer more efficiently. Imagination in devising new ideas for 
service is a major requisite for winning this phase of the struggle 
for survival. 


Dr. Francis J. Calkins is Professor of Finance, Marquette University. 
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BUSINESS DATA PROCESSING 
by 
George W. Brown 





In this dynamic world, the term “data processing” was unknown 
a decade ago; today many hundreds of businesses carry on activities 
which are described as electronic data processing. The prophets of 
this new black art are found among machine accountants, industrial 
mathematicians, consulting engineers, tabulating specialists, systems 
and procedures experts, methods analysts, management consultants, 
controllers, and professors of almost anything. By now we have all 
learned from some of these people that electronic data processing is 
revolutionary in spirit and scope, and from others that it is much the 
same as punched-card procedure; the distinguishing feature of elec- 
tronic data processing is the ability to make decisions and handle ex- 
ceptions, and that it is really just a matter of greatly increased 
capacity; electronic data processing must be considered in the con- 
text of the integrated company operations, and that applications should 
be made gradually; substantial savings in clerical costs are possible, 
and that the major benefits are derived from expanded services; pro- 
gramming is costly and difficult, and almost anyone can do it; efficient 
data processing implies centralization, and that data processing tech- 
niques may encourage decentralization, and so on and on. Whether 
these gems are all, in some sense or another, simultaneously true is 
not crucial, but they certainly do indicate a wide variety of concepts. 


It has been observed many times that the major problems in con- 
sidering, evaluating, and adopting data processing systems are those . 
of formalizing potential applications in order that machine procedures 
may be devised. The greater the degree of mechanization envisaged, 
the more extensive are the sets of procedural permutations. In plain 
language, the major problem of data processing art is to determine 
what to do and how to do it. 


Arriving at a comprehensive formal definition of data processing 
is not so easily done, but it may be instructive to consider the matter 
briefly. In some of the available definitions, the words “clerical,” 
”*documents,” “reports” figure prominently. In some, the words “man- 
agement” and “information” are the important ones. Some writers 
appear to believe that “data processing” is synonymous with “infor- 
mation gathering and processing,” and use the keywords “communica- 
tions” and “message.” Considering the historical background of elec- 
tronic computer development, the term “data processing” actually 
contains a possible clue to its origin. Early large-scale electronic com- 
puters were generally intended for scientific computations and their 
limited input and output facilities were deemed adequate under the 
assumption that most scientific work would require relatively large 
amounts of high-speed computation for the amounts of input and 
output expected. Prospective machine applications to the reduction 
of voluminous test data and to business problems indicated a need 
for considerably more sophisticated input and output technology. 
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It is probable that the term “data processing” first came into use to 
describe the prospective applications which were not primarily like 
most scientific computing operations. In later use the term sometimes 
covered scientific computation as well. Under the circumstances it 
might be acceptable to treat the term “data processing” as a loosely 
descriptive term, rather than as a name for a well-defined class of 
activities. 

The inadequacy of the “information gathering and processing” 
concept is easily demonstrated by a few examples. If a data processing 
system were to output, upon request, a list of stockholders of record 
with their addresses, for the purpose of mailing an annual report, the 
list could certainly be considered a body of information. It would, 
however, be a strange situation if the data processing system did not 
produce the list in the form of address labels or addressed envelopes 
in order to mechanize the mailing procedure. Similarly, it would be 
unusual to find a data processing system which produced the pay- 
roll calculations required to write paychecks, and yet did not make 
out the checks. In both cases, the information is of crucial importance, 
but the form in which the output message is prepared is also im- 
portant. While the distinction may amount, in these examples, to 
no more than a distinction as to the kind of paper on which the in- 
formation is to be printed, it must be granted that the product of the 
data processing system need not consist exclusively of information 
in a formal sense. 


Abandoning for the moment explicit definitions of “data proces- 
sing,” we must recognize that the nature of the beast will derive some 
implicit, if incomplete, defining properties from the way in which we 
choose to classify business data processing applications. Three major 


- classifications, in increasing order of glamor, might be considered. 


It will not narrow our domain of interest unduly if we assume that 
the enterprises to be considered deal only in goods or services. For 
this discussion the point of view will be that the company procures 
and pays for goods and services, including labor of its own employees, 
and produces and sells a different set of goods and services for which 
it receives payment. Within the company itself it may be convenient 
at times to recognize individual units which function in the same 
way with respect to other parts of the company as suppliers and cus- 
tomers. Associated with all activities of this nature, both internally 
and externally, are the process of negotiation which leads to specifica- 
tion and terms of procurement or sale, the authorizations which are 
issued as part of the procurement operation, the receipts which con- 
stitute evidence of delivery of goods or services, and the record-keeping 
which provides supporting evidence required by law, custom, or pru- 
dence. Whatever the degree of mechanization, there seems to be an 
essentially irreducible amount of paper necessary to the sustained 
operation of the business and of the type where paper, often with a 
signature, is required rather than information as such. It is this class 
of clerical activity which is characteristically the least glamorous and 
the most nearly alike from company to company. Precisely because 
these activities are so well established and exhibit so much unity, they 
constitute the majority of data processing applications to date. 
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Upon reflection it does not seem to be an accident that so much 
of the paper which falls in this first category can be regarded either as 
serving the function of authorization or serving as evidence. Wherever 
money and material are handled, it is natural that individuals, as 
well as companies, should endeavor to protect themselves against 
fraud or theft on the part of others and against the possible accusa- 
tion of impropriety on their own part. Over and over again we find a 
pattern of authorization to perform a service or deliver material, 
evidence that the service was rendered or the material supplied, 
reconciliation of the authorization, and the evidence as a basis for 
payment. Some of the commoner authorizations, for example, are 
purchase requisitions, stock requisitions, personnel requisitions, pur- 
chase orders, shop orders, or withholding forms for employees. Under 
the heading of evidence come receiving and inspection tickets, time 
cards, travel expense reports, job tickets, and receipts of all kinds. A 
bank check is initially an authorization to pay and finally becomes 
evidence that payment has been made. Paperwork of this kind is not 
peculiar to the highly organized giant corporation; it is almost uni- 
versally required to support charges to customers, tax returns, and to 
protect company against company, company against employee, em- 
ployee against company, owners against management, etc. 


Not all clerical activities in this first category of basic necessity can 
be readily treated as authorizations or evidence. Bills, for example, 
which are part of the procurement-payment cycle, may serve as 
partial authorization and when receipted, as evidence; but this treat- 
ment does not tell the whole story. Distribution of personnel notices, 
promotional mailings, stockholders’ reports and notices, preparation 
of bid requests, or of quotes, answering of inquiries, all may generate 
clerical activities which can be considered really essential. 


Without looking further at this first data processing level, there 
are numerous instances of related pieces of paper involving common 
information, particularly in the negotiation, procurement, delivery, 
billing, and payment cycle. Each party to the transaction has multiple- 
part documents with information in common among several kinds 
of documents both within and between companies. In this area alone 
there are many labor-saving techniques in use involving document- 
reproduction, punched-tape, and punched-card devices, as well as elec- 
tronic data processing systems. Perhaps the greatest obstruction in 
the path toward maximum mechanization is the requirement that 
authorizations and evidence bear signatures or, alternatively, de- 
pend on controlled forms for authentication purposes. So far, most 
progress in this area has been in the mechanization of the production 
of the paper through the elimination of redundant clerical operations 
rather than in the reduction of the amount of paper through mechan- 
ization. 

Some reduction of the total amount of paper has been achieved 
by the consolidation of files made possible by electronic data proces- 
sing, but this comes mostly under the elimination of redundant manual 
operations. Other reduction of paperwork can be accomplished by 
adopting larger units as the processing units, monthly payment to em- 
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ployees rather than weekly, placing larger orders, placing standard 
orders to be modified by exception as required, and the like. Such 
reductions can normally be considered apart from the state of mechan- 
ization of the system. 


Assume for the moment that more streamlined procedures might 
be applicable with reductions of delays and reaction times associated 
with reduction of the paperwork if only the authorization and evidence 
requirements disappeared. Under such circumstances it is interesting 
to speculate on the possibilities of automatic order-filling, billing, and 
so forth, even between different companies, with the whole process 
practically untouched by human hands. The prospect is sufficiently 
attractive that many of the experts suggest that relaxation of the safe- 
guards would be economically justified even at some risk. Manage- 
ment is, of course, normally quite reluctant to take drastic steps of 
this kind. 

A possible solution to this near impasse may consist of a marriage 
of the new with the old, in which the high-speed system operates 
as if the paperwork were not required, but produces the paperwork 
for human monitoring and review. Under this philosophy, the paper- 
work and the actual authorizations might lag the actions themselves, 
with the understanding that all information received will be treated 
as authentic until the expiration of a time allowed for arrival of 
authorization. A pertinent example is the accelerated clearing of 
bank checks between correspondent banks at great distances through 
the maintenance by each of an account with the other, subject always 
to final payment on each item. Such arrangements can be the basis 
for firm agreements under which failure to authorize after issuance 
of information could be handled by penalty clauses. Such an ap- 
proach would actually speed up the authorization procedures by 
presenting the responsible individuals with well-organized monitoring 
information and by grouping transactions. Cumulative delays as- 
sociated with serial authorizations would be eliminated in favor of 
simultaneous authorizations. Furthermore, corrective manipulations 
on transactions ought to be more efficient when a responsible in- 
dividual is spared the tedium of routine initiation of all transactions. 
Finally, this approach permits gradual reduction and ultimate elimi- 
nation of the human authorization activity if conditions permit. 


Fortunately, there is less to say about our next category of data 
processing activities, characterized loosely by the term “operating 
norms.” In this category will be reflected management’s efforts to 
direct the enterprise and measure its progress. While possibly com- 
mendable, these activities can hardly be classed as necessary in the 
sense used for the first category. Certainly much less uniformity 
exists at this next level on the glamor scale. Moreover, the data proc- 
essing activities correspond more nearly to pure information-han- 
dling than in the first level. 


Under operating norms can be found production goals, budgets, 
schedules, inventory control, production control, cost control, com- 
plaint statistics, quality control, accident statistics, sales analyses, and 
very likely, many others. Efforts of this kind can be found at every 


15 








level in the organization, from the directors on down. The methods 
applied may be sophisticated or crude; sales analyses, for example, 
may begin and end with a comparison with the corresponding period 
a year ago, or may incorporate elaborate seasonal indices and ad- 
vanced statistical techniques. These activities still resemble the neces- 
sary activities discussed earlier, in that they are essentially routine, and 
will be repeated regularly with normally little change in procedure. 


In most instances the product of the data processing operations in 
this middle category will consist of periodic reports to individual 
managers or to management committees. These reports provide the 
basis for informal planning and policy formulation. In some instances, 
a control loop is closed by inserting formal decision rules which may 
initiate responsive actions without special management attention. 
Quality control methods, for example, incorporate acceptance-rejection 
rules which control the clerical decision automatically on the basis 
of sampling results. Similarly, a formal reorder policy will permit 
automatic reordering to replenish stocks. So far, the number of 
management loops closed in this way is small, and the management 
levels involved are not high. The indications are, however, that this 
area will grow steadily if not rapidly. 


Here again is encountered a natural reluctance to trust important 
decisions (even though they may be logically trivial) to a machine 
system, and a solution similar to the one proposed earlier might be 
appropriate. In this instance the managerial monitoring would focus 
attention on the way the rules work out, and how they ought to be 
modified, while still ensuring that freakish results would be caught. 


From the data processing point of view, these applications cause 
some difficulty under circumstances where new norms and more near- 
ly automatic responses are anticipated but are not yet well-defined. 
Input data requirements, probable processing loads, and other relevant 
system parameters may be difficult to estimate. Further, the routine, 
repetitious nature of these applications warrants considerable atten- 
tion to efficiency of the system and the programs. These considerations 
are then to be compounded with the typical lags in equipment de- 
liveries. Under these circumstances it’s nice to have a good crystal 
ball. 


The final category of data processing applications may be described 
by the word “research.” In this category are the studies, ranging 
from one-shot to continuing, carried on at all levels in the organiza- 
tion, sometimes by operations research groups, by product planning 
people, methods people, research scientists, staff assistants, or what 
have you. A few examples: development of operating norms, studies 
of company objectives, investment analysis, studies of optimum ma- 
chine assignment, market surveys, quantitative research on in- 
tangibles, lens design, development of training techniques, planning 
of a data processing system. This list can be extended indefinitely. 


About the only distinguishing feature of the possible applications 
in the last category is the fact that they are distinctly not routine 
applications; often (but not necessarily) they have modest input- 
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output requirements and can be accomplished somehow with almost 
any complement of equipment. This area closely resembles the 
scientific computing field where, from the viewpoint of the computing 
equipment and the people surrounding it, one never knows what to 
expect next. Predicting work load is next to impossible; establishing 
good communication with the “customer” takes time, and practically 
every application requires programming from the ground up. A certain 
minimum level of sophistication is required of the potential users 
if any problems are to be solved with large-scale equipment. Some 
companies, ordinarily large ones, have such people now, and pre- 
sumably business will employ many more in the future. A few such 
people might, with encouragement, use up the spare time of a data 
processing installation whose primary purpose is to serve the routine 
purposes of the first two categories. If past history is any guide, it 
will be difficult to get encouragement from the people close to the 
data processing installation for this kind of user, unless somebody is 
planted there for the purpose. On the other hand, if the installation 
exists primarily for the benefit of users belonging to this third category, 
it is quite likely, again if history has any relevancy, that they might 
now and then spare an hour in which to do all of the business data 
processing in the first two categories. 





Dr. George W. Brown is the Director of the Western Data Processing Center, 
Professor of Business Administration, and Professor of Engineering, University of 
California at Los Angeles. 
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WATCH WISCONSIN 
A Comparative Analysis of Retail Sales Trends 


by 
Parker M. Holmes 





Total retail sales in December were estimated at $19.8 billion — 
a gain of 2 per cent over the year-ago level. However, with a price 
rise of approximately 3 per cent this means that the physical volume 
was slightly below that of December, 1956. This is in sharp contrast 
to average gains of 6 per cent during the first eleven months of 1957. 


It appears now that consumer expenditures have finally joined 
other major sectors of the economy that have pointed for some time 
to the development of a general business recession. 


As previously noted, the relatively good showing in retailing has 
been attributable largely to five classes of retail outlets; ie., food 
stores, apparel, drugs, gasoline, and autos. 


With the exception of auto sales, which have been showing gains 
of 8 per cent relative to 1956 levels (mainly because 1956 was a 
relatively poor automotive year), the sales of other consumer durable 
goods have been running substantially below year-ago levels. 


This divergent trend between durable goods and soft goods lines 
appears to reflect the fact that consumers continue to buy food, drugs 
and, to a certain extent, other soft goods lines; when in fact, as signs 
of a recession (including some increase in unemployment) are de- 
veloping, the first curtailment in consumer expenditures is for durable 
goods that require high per unit outlays or the contracting for time 
payments. 


The phenomenally good showing of drug stores in October, with 
sales 19 per cent above the year-ago level, may be attributable largely 
to the Asiatic flu epidemic. For the soft goods line as a whole there 
are, however, more fundamental underlying factors contributing to 
the continued relatively good showings in this line of goods. 


Not only is the birth rate continuing at high levels, but the im- 
mediate post-war baby crop is now reaching its teens. It is estimated 
that the average cost of food, clothing, and other essentials for a 
teen-ager is $800 per year as compared with $400 for a small child. 


As children grow up, family budgets (particularly in suburban 
areas) have to make increasingly larger allowances for food, clothing, 
medical and dental expenses, gasoline, and auto transportation, as 
well as for recreational and educational activities. Such families, 
whose basic purchase of homes and appliances occurred in the first 
post-war decade of suburban expansion, now find the replacement 
of appliances to be secondary to the problem of maintaining living 
standards for growing children. 


Sales by major retailing categories for the first ten months of 1957 
compared with the first ten months of 1956 were as follows: 
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Per Cent Change 


DD Be CN ata ai cs sexehldc Wissen 5.9 
Gasoline Service Stations ..................4. 11.0 
pS 8 ae 8.8 
SE Sankt Oba Lebel e ech esahekerebecseaeenen 8.3 
BI pn. Fd 6 sc hod pevencdesnescensaneaeeen 8.3 
SES bids Sins thir dbreewss oe ie ee 5.8 
Eating and Drinking Places ................... 2.9 
SE BD ic cicctetcccesvcccces keene 2.3 
Furniture and Appliances ..................+. 0.3 
Lumber, Building and Hardware .............. 0.1 


Among the states currently reporting better-than-average per- 
formance in total retail sales relative to year-ago levels are: Alabama 
(5.7 per cent); Arizona (5.4 per cent); Florida (8.1 per cent); Loui- 
siana (7.3 per cent); New Mexico (11.0 per cent); North Dakota 
(6.1 per cent); Utah (4.6 per cent); Vermont (5.5 per cent) and 
Wyoming (5.5 per cent). 


Cities currently reporting gains of 10 per cent to 16 per cent above 
the national average are: Lexington, Kentucky; Florence-Sheffield, 
Alabama; Middletown, Connecticut; Orlando and St. Petersburg, 
Florida; Port Arthur, Texas; Asheville, North Carolina; Savannah, 
Georgia and Bethlehem, Pennsylvania. 


*Monthly Index of Retail Sales vs. Year-Ago 


1957 vs. 1956 
Dec. Nov. Oct. 
Se FI oi hoes ccacusucecedet 102.0 105.0 106.0 
MAJOR CITIES 
EEE cin cin nctacenendsenawnte 110.6 116.8 120.9 
SN ID ick < ckaumedace can baal 109.3 107.0 108.0 
EE oa, dev cvebubasdeu ooneowouk 105.8 105.7 107.2 
So uss noskeshcdeeebeanecneeee 104.7 106.9 106.8 
CE Mae, spat aawadis cba s dane 104.6 105.8 106.5 
PEED Vcdidcadstadiccnsceweeued 103.4 106.1 107.3 
Se MEI «vin cas ceuvsucwaeeaee 103.6 105.7 105.4 
EE fie sons. owing 0:8 4st dectene a eebe 102.8 105.9 106.6 
EE eikdk vexenntncrweesearenaewen 102.7 105.5 105.9 








105.6 105.8 





106.7 106.6 

105.5 106.2 
IED ob neds tecceakaseen eee 101.6 104.5 105.4 
En hvs'bdd wad cae bows Oe eeeceks 101.5 104.3 104.6 
I, oo oc tutenates soaks vou 100.2 101.9 102.9 
ESET ECTUT ETT TTC CT ere 99.6 103.1 102.9 
SE nd bn ad nano aah s eee 99.0 101.7 102.6 
EDs whan dae kone eae eaeuulae 98.9 102.3 99.1 
PED... B5u, Viain's Nc dies ok e'e o Sa 98.6 102.9 104.0 
ED dc cndndeie cau caeb Ol Manes den 97.6 100.8 101.5 
EEE EEE OTT ET eT 97.5 100.1 100.6 

Other Wisconsin and Illinois Cities 

0 REE TE eI ee 107.6 110.5 111.7 
EE ities laa Sadie ed's aa aorenen 103.3 106.7 108.1 
EE i> nice we bin sees 4kewe se tee 102.7 105.9 106.4 
NN icbis Sealy conayatdsosyetdeenes 101.8 105.1 104.4 
ER APR rire spore 99.9 106.2 107.6 
I nbc ok cs vues va baneenie 99.9 102.9 103.9 
IN fn ind oe ddd Ce rehee beet 98.5 102.6 104.7 
I Se Se is wie war neadnne ob ene 98.4 101.3 100.7 
EE Liss a5 ks 6g llutds nese da ee en oe4 96.9 99.5 100.0 
DCIS Ns nbc Gebackadedenaws ba 96.4 99.1 99.4 
Moline-Rock Island ................. 106.1 109.2 111.6 
Chemmaian-Urbema .....:.cccccccecs 102.7 103.6 105.0 
I fv icegwhnsecestond eb aden 102.5 104.0 105.4 
cite Cue tien ann h db imnmeih 101.4 103.0 105.2 
OS OS, he ou La, ag tbe weet 100.6 103.2 103.4 
ESET ae ee 100.3 104.2 105.2 
UAL. ata eanwhe wv siodacy een oe 99.2 101.5 104.6 


*Source of data: Sales Management. 


Parker M. Holmes is Associate Professor of the Department of Marketing, 
Marquette University. 
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MARQUETTE BUSINESS REVIEW 
SP Se ED beekentatscwsteccsssnconseaee $2.00 per year 


RETIREMENT PLANS IN MILWAUKEE COUNTY, 
WISCONSIN —A Study of 1,292 Units Employing 
SR PME hcccbencccheviseveoncdsaiad 3.00 


A SURVEY AND EVALUATION OF COMPANY 
APPROACHES TO ELECTRONIC DATA PRO- 
CESSING — A Study of the Problems of Computer 
Installation as Reported by 61 Companies — 1957.... 4.00 


NEW UNDERSTANDING IN AGENCY-CLIENT RE- 
LATIONSHIPS — Proceedings of the Third Mar- 
quette University Advertising Conference — 1957 ... 2.50 


THE CHALLENGE TO CREATIVE ADVERTISING 
PEOPLE IN THE CONTINUING EXPANSION OF 
THE UNITED STATES NATIONAL ECONOMY — 
Proceedings of the Second Marquette University Ad- 
vertising Conference — 1956 ............. (Out of Print) 


MOTIVATION RESEARCH — Proceedings of the First 
Marquette University Advertising Conference — 
SD. s.vned cet codes COkigneaeenieuae tents (Out of Print) 


RULES OF EVIDENCE APPLICABLE IN PRO- 
CEEDINGS BEFORE THE TAX COURT OF THE 
UNITED STATES: BURDEN OF PROOF AND 
PRU REE Bee Mo TID occ ccc cccccccesascocssees 1.00 


SELLING THE INDUSTRIAL MARKET TODAY — 
A Joint Study by Marquette University and News- 
WUE DD Gb h0cs Senene e506 baceecsbcanadanee 1.00 


HOW THE PUBLIC LOOKS AT MANAGEMENT 
PROBLEMS — 1954-1955 ......... cece eee enone 1.00 


WHAT DO PEOPLE THINK OF MASS TRANSIT? — 
Milwaukee Metropolitan Area Mass Transit Study — 
SEG WE 0-080 S5ds bade beyewsases isons (Out of Print) 
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HOW IS YOUR ANNUAL REPORT? — Marquette 
University Management Center Forum and Work- 
shop Series Summary Outline — 1953-1954......... 25 


THE SCIENTIFIC METHOD IN ORGANIZATION 
ANALYSIS — Marquette University Management 
Center Forum and Workshop Series Summary Out- 
EEL ic cdudnecesschngeneegesetad eaceuba 25 


A SURVEY OF WAGE PAYMENT PLANS IN MIL- 
WAUKEE COUNTY — 1953-1954 ................. 29 


THE COMPETITIVE POSITION OF THE INDEPEN- 
DENT FOOD RETAILER — March, 1951 .......... 1.00 


CUSTOMER SERVICE IN MILWAUKEE SPECIAL- 
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CUSTOMER SERVICE IN MILWAUKEE DEPART- 


MENT STORES — April, 1951 ................206. 90 
CENSUS TRACT STREET INDEX FOR MILWAU- 

KEE COUNTY — April 1, 1950 .................4.- 00 
MILWAUKEE RETAIL ADVERTISING —1950 .... 5.00 


MARQUETTE UNIVERSITY INSTITUTE ON TAXA- 
TION — Volume 5 — The Sixth Annual Institute — 


BEEP a kbcdcnccicedecuacvnencesecsssessidedsbaseees 7.50 


MARQUETTE UNIVERSITY INSTITUTE ON TAXA- 
TION — Volume 4 — The Fifth Annual Institute — 


BE woes cb een ee Whe 6 £0 sineee cab néewansteden wes vee 7.50 


MARQUETTE UNIVERSITY INSTITUTE ON TAXA- 
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